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CHAPTER 4: PRQIECT APPROVAL AND FUNDI NG
4-1. HEADQUARTERS REVI EW AND APPROVAL
a. Review Criteri a

Headquarters decisions will be determ ned by the

sel ection and ranking criteria outlined in the NOFA.
Cat egory sel ectees may be announced prior to conplete
sel ection of all categories if sufficient funds exi st
to fund all applicants in the specific category.
Headquarters staff will deci de whether or not to fund
non- Pl an of Action projects based on the information
contained in the application package and the Field
Ofice's recomrendati on.

b. Notification to the Field

Once Headquarters has made its funding decision, it
will notify the Field Ofice. The Field Ofice is
responsi bl e for providing the required Congressiona
Notification and then notifying the owner of the
Headquarters determ nation and instructing the owner
how to obtain funds that have been awarded.

4-2. FUND RESERVATI ON

a. Once Headquarters has notified the Field Ofice which
proj ects have been approved, and at what | evel of
funding, the Field Ofice is responsible for reserving
those funds through the RAD.

b. To process initial fund reservations, as well as
subsequent increases or decreases in reservations, the
Field Ofice should conplete a Reservation of Flexible
Subsi dy Funds, Form HUD- 9823 (See Appendi x 19).

c. Al reservation activity nust identify the federa
fiscal year for which the funds were appropriated, or
the "source year." \Wenever a devel opnment is receiving

fundi ng through nonies fromtwo different source years,
there will be two different reservation nunbers. A
separate colum shoul d be used to record the funds from
each year in the Reservation of Flexible Subsidy form
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d. The total anount of Flexible Subsidy nade avail abl e by



the reservations will be tracked on the Flexible

Subsi dy Control Log, Form HUD 9823-C and Form HUD- 9823-D
(see Appendi x 15) under the Project's FHA case

nunber .

e. Once the contract is executed, the Field Ofice nust
attach a fully executed contract amendnent to the
Reservation of Flexible Subsidy Funds, Form HUD-9823 to
process any changes. |If a reservation is canceled or
amended before a contract is executed, only Form
HUD- 9823 i s requi red.

4-3. CONGRESSI ONAL NOTI FI CATI ON

a. I mredi ately after the RAD has executed the Reservation
of Flexible Subsidy Funds, the Field Ofice nust send a
Notification of Award of Flexible Subsidy Assistance,
For m HUD- 9823- E (see Appendi x 20), to Headquarters,
Ofice of Intergovernmental Relations, attention
Assi stant Secretary for Congressional and
I ntergovernnental Affairs. The form should be sent via
both facsimle transmi ssion and priority pouch nail
Field Ofices should not notify the owner of the award
until after Congressional Notification has been
conpl et ed.

b. Unl ess the Ofice of Intergovernnmental Relations
notifies the Field Ofice by tel ephone within five
wor ki ng days that action on the award shoul d be
del ayed, the Field Ofice is authorized to execute the
assi stance contract.

C. Field Ofices are cautioned not to execute the contract
until the required time period has elapsed. |In cases
where the five day delay would cause a hardship, Field
Ofices may request the Ofice of |ntergovernnental
Rel ations to conplete their notifications in | ess than
the five day period and to notify the field of the
earliest date the contract nmay be execut ed.
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4-4. COLLATERALI ZI NG CI LP LOANS
a. Overvi ew

(1) The CLP loan nmust be secured by the property. In
addition, the nortgagor nust agree to maintain the
| ow- and noderate- incone character of the project
for a period at |east equal to the renmaining term
of the nortgage



(2) To assure conpliance, the nortgagor nust execute a
Capital | nprovenent Mrtgage which incorporates by
reference a Use Agreement that would ensure the
continuation of the character of the project if
the underlying first note and nortgage are
prepai d. Procedures for executing and recording
these docunents is different for HUD i nsured and
HUD- hel d projects, and are di scussed in detai
below. State laws may al so dictate the form of
| egal docunents and nethods for recordation

b. Preparation and Revi ew of Legal Docunents

(1) Since the fornms of nortgage, deeds of trust,
security deeds and notes used in nultifamly
programs nust vary by State, it is not possible to
prepare a standardi zed Capital |nprovenent Note or
Mor t gage.

(2) The Loan Managenent Branch Chief should seek the
assi stance of the Field Counsel in preparing the
appropriate ClLP docunments for each |oca
jurisdiction. The Field Counsel should ensure
that the proper procedures are followed for
executing, recording and distributing these
docunent s.

(3) Instructions for preparing the nortgage and note
instruments are provided in Appendi x 24. Sanple
| anguage for the Deferred Recordati on Agreenent
and Use Agreenent are provided in Appendices 25
and 21 respectively.
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cC. Procedures for HUD-Insured Projects

(1) The Loan Management Staff will hold the Deferred
Recordati on Agreenent and the unrecorded Note and
Mortgage until the nortgagee's consent is
obtai ned, or until the nmortgage is assigned to
HUD. Once either of these events occurs the
docunents nust be recorded.

(2) There may be a territory or a state in which the
mere execution of a nortgage without recording it
woul d create a lien which night allow an insured
nort gagee to assign an existing insured nortgage.
If this is the case, Field Counsel nust so advise
the Loan Managerent Branch Chief and the Capita



| nprovenent Mortgage nust not be prepared or
executed unl ess the insured nortgagee has given
its witten permission for the Capital inprovenent
Mortgage. In such a situation the Field Ofice
shoul d contact the Ofice of Miltifanm |y Housing
Managenent in Headquarters.

(3) Wen the first nortgage is insured, the Capita
| mprovenrent Mortgage nust not be recorded unl ess
witten consent to this lien is obtained fromthe
i nsured nortgagee who holds the first nortgage.
HUD wi Il not seek approval to record the CILP
mort gage unless there is a history that the
nmortgagee will agree to record the nortgage at no
addi tional cost to HUD. The Capital I|nprovenent
Mort gage nmust not be recorded without the express
witten pernmission of the first nortgagee.
Failure to obtain the nortgagee's approval could
trigger premature assignnent of the first nortgage
to the Secretary.

(4) If the nortgagee has been asked and does not
provide witten consent to the Capital |nprovenent
Mort gage, the nortgagor must execute (excl uding
nortgagors in paragraph 2 above):

0 a Capital Inprovenent Note and Capita
| mprovenment Mortgage (or Deed of Trust) in
recordable form and
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0 a Deferred Recordation Agreement that will
all ow the Capital |nprovenent Mrtgage to be
recorded at a later date when the nortgagee
gi ves approval, or the project nortgage is
assigned to HUD.

No ot her closing docunents are required.

(5) The Loan Managenent Branch should not record the
nmort gage without the approval of the Ofice of
Mul tifam |y Housing Managenent in Headquarters
unless it can be recorded at no additional cost to
HUD, or the state requires that it be recorded.

d. Procedures for Projects with HUD Hel d Mortgages
Projects with HUD-Hel d nortgages do not require the use

of a Deferred Recordation Agreenent since HUD is the
nortgagee. The Capital |nprovenent Mrtgage nust be



recorded as soon as it is properly executed.

4-5. PLANNI NG CONFERENCE

a.

Field Ofices nmust schedul e Pl anni ng Conferences with
owners within 10 working days of notifying the owner
that the Flexible Subsidy assistance has been approved.
Appropriate Loan Managenent staff, Field Counsel, other
appropriate Field Ofice staff, the owner, the
managenment agent, any contractors who may have been
sel ected, and the owner's attorney should all attend
the Pl anni ng Conference.

The main purpose of the conference will be to inform
the attendees of all relevant programmatic
requirenents, and to inpress upon themthe need to
begin the work itemzed in the MO Plan or Work Wite-Up
at an early date. |Issues such as whether a hol dback
shoul d be i nposed on the general contractor, and the
appropri ate amount of the perfornmance and paynent bond
and | atent defects bond are left to the discretion of
the individual Field Ofice. These itens should be
tailored to the circunstances of each case
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As part of the Planning Conference, the Field Ofice
will prepare the follow ng docunents:

For QAP:
(1) the Use Agreenment (see Appendix 21);

(2) Financial Assistance Contract, Form HUD 9819 (see
Appendi x 22); and

(3) the Direct Deposit Form SF-1199-A (see Appendi x
23) with a void check for the Project |nprovenent
Account attached; and

(4) Residual Receipts Note (see Appendix 7).

For CILP:

(1) the Use Agreenent (See Appendi x 21);

(2) the Capital Inproverment Note (see Appendi x 24);

(3) the Capital Inprovenent Mortgage (or Deed of
Trust) (see Appendi x 24);



(4) the Deferred Recordation Agreenent (see Appendi x
25); and

(5) the Direct Deposit Form SF-1199-A (see Appendi x
23) with a void check for the Project |nprovenent
Account attached.

d. The owner shoul d return signed copies of these
docunents to the Field Ofice within five working days
of the Planning Conference. The 1199A, the Flexible
Subsi dy Note, and the Financial Assistance Contract
shoul d note the Enployer ldentification Nunber (EIN).
Once the Field Ofice has revised and executed the
docunents and the necessary funds, if required, are
deposited in the Project |nprovenent Account, work
shoul d begi n.

e. Field Ofice staff should notify the owner that each
CILP loan is a liability of the project which is not
di schargeabl e i n any bankruptcy proceedi ng.
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Field Ofice staff should al so advi se the owner that
the Fl exi bl e Subsidy Mrtgage should be recorded as
soon as possible, and al ways before offering the
project for sale. |If it is not possible to record the
nort gage, the owner should notify the buyer that the
nortgage exists, and it nmust be noted in the TPA
docunent s.

4-6. FI NANCI AL ASSI STANCE CONTRACT EXECUTI ON

a. The Financial Assistance Contract, Form HUD-9819, is
executed by the Regional Adm nistrator, the Regiona
Director of Housing, or a designee after:

0 the owner and the Field Ofice have finalized a
MO Plan or Work Wite-up for the project;

0 the RAD has executed the Reservati on of Flexible
Subsi dy Funds, HUD- 9823;

0 the Congressional Notification Requirenments have
been net;

0 the owner has established a Project I|nprovenent
Account ;

0 confirmng that the annual anmpount of Flexible



Subsi dy assi stance referenced in the Contract
equal s the contract anmount shown on the
Reservation of Flexible Subsidy Funds Form
(HUD- 9823) ; and

0 confirmng that final versions of the Budget
Wor ksheet Form HUD- 92547- A (see Appendi x 27) and
Part 11, Section A of the MO Plan are attached as
contract Exhibits.

b. The Field Ofice should assure that the owner has read
and understands the key conponents of the docunents
provi ded at the Pl anni ng Conference.
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4-7. FI NANCI AL ASSI STANCE CONTRACT AMENDMENT

Whenever the Field Ofice wishes to increase, decrease, or
cancel a reservation on a project for which a Financial

Assi stance Contract has been executed, the Regional Director
of Housi ng shoul d send a nenorandum requesting the change to
the Director of the Ofice of Miultifanm |y Managenment. The
menor andum nust i ndi cate the anount of the change, and
provide a reason for any increase requested.

Any request for funding increases nust be well-justified and
will not be entertained unless funding is avail able and

unl ess the increase is due to causes beyond the control and
fault of the nortgagor or any of its agents and/or

enpl oyees. The Secretary is under no legal obligation to
fund the increase. For exanple, if the original funding
amount was sufficient to replace a boiler, but during the
repl acenent, a structural problemthat was not known about
during the initial funding application was found, additiona
fundi ng could be requested for structural repair. Any
changes in reservation ampunts nmust be noted on the Flexible
Subsi dy Control Log.

a. Condi tions Under Wich a Contract May be Anended

As a general policy, increases in Flexible Subsidy
Loans are not encouraged. There are linited funds
avail able for the program and it is essential that
Field Ofices, working together with project owners,
utilize these funds efficiently.

An increase may be considered only for additional itens
or inprovenents which

0 nmeet the eligibility criteria for Flexible Subsidy



f undi ng;

0 result in additional costs caused by requirenents
i nposed by local authorities beyond the contro
and without the fault of the owner; and

0 were unknown at the time of issuance of the | oan
comm t ment .
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When processing a request for a | oan increase, the
Field Ofice nust keep the follow ng considerations in

m nd:

0 The effect of the increase on the rent structure,
and the additional Section 8 funding which may be
required.

0 If the increase is for additional itens or

i mprovenents, the owner nust provide full witten
docunentation fromthe unit of governnent
requiring such itens or inprovenents.

0 A loan may be increased at the sole discretion of
HUD, and is subject to the availability of funds
including Section 8 Funds, if required.

0 Until a project owner receives a witten
commitnent for an increase, the owner is solely
responsi bl e for any excess costs.

0 The owner nust agree to pay half of the total
anount of any increase.

0 No increase in the Flexible Subsidy Loan to cover
cost overruns will be considered if there is any
identity-of-interest between the project owner and
the general contractor or any subcontractor

b. How Contracts Shoul d Be Anended

Whenever the Field Ofice decides to extend the
contract termor increase or decrease the total anmpunt
of Fl exible Subsidy Assistance authorized, the contract
must be anended.

If funds are increased or decreased, an anended Part |
of the MO Plan or Wirk Wite-Up nust be incorporated
in the contract amendnment. The increase or decrease
will come fromthe foll owi ng sources



o] If the total net cost of all anmendnments reduces
the cost of inprovenents, the entire anmount of the
cost reduction shall reduce the anpbunt of the
Fl exi bl e Subsidy | oan without regard to the
owner's contribution
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0 If the total net cost of all anmendnents increases
the cost of inprovenents, the owner should be
prepared to bear the increased cost entirely from
the owner's funds, since additional Flexible
Subsi dy | oan authority nmay not be avail abl e.

Al'l contract amendnents nust be signed by both the
owner and the Field Ofice and shall be nunbered
consecutively. The Field Ofice nust send a copy of
the fully executed amendnent to the RAD

Changes in individual MO Plan or Work Wite-Up action
items and redistribution of the total ambunt anong
peri ods do not require amendnents to the body of the
contract. These changes only require that the
appropriate sections of Part Il of the MO Plan or the
Wrk Wite-Up be revised.

Al'l changes in contract terns or anounts nust be
recorded in the Flexible Subsidy Control Log.

Owners requesting | oan increases nust provide the
followi ng certification:

| hereby certify that no identity-of-interest of
any kind exists between (nane of project) and any
of its owners and any contractor or subcontractor
who performed work pursuant to the Flexible
Subsi dy Loan approved for the project.

WARNING: It is a crine to knowi ngly nake fal se
statenents to a Federal agency.
Penal ti es upon conviction can include a
fine and inprisonnent. For details, see
Title 18 U. S. Code, Sections 1001 and
1010.

The owner's signature nust appear inmredi ately bel ow
this warning. The certification is to be signed by a
General Partner in the case of a limted partnership
owner, or an officer of a non-profit corporation who is
aut horized to sign such a docunent.
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4-8. PRQIECT | MPROVEMENT ACCOUNT
a. Requi renent for Separate Account

The owner must open a Project |nprovenent Account

dedi cated to Fl exi bl e Subsidy funds for the project.
Onmners nust conplete a Direct Deposit Sign-Up Form
(Form SF-1199-A) and provide it to the Field Ofice.
The Field Ofice will review and sign the SF-1199A and
forward the formto the RAD, and the RAD will instruct
the Treasury Departnent to use the Direct Deposit
nmechani smto place funds in the owner's Project

| mprovenent Account.

b. Deposits to the Account

So long as the owner conplies with the terns of the

Fl exi bl e Subsi dy Loan and nakes good faith efforts to
complete the action itenms and achi eve the managenent
obj ectives specified in the MO Plan or Work Wite-Up,
Fl exi bl e Subsidy funds will be deposited in the Project
| mprovenent Account when requested nonthly by the owner
and approved by the Field Ofice.

C. Account | nterest

Al though there is no HUD requirenent that interest be
paid on the Project Inprovenment Account, the Field

O fice should encourage the owner to use an interest
bearing account. |If state law requires that interest
be paid, or if the owner selects a lending institution
that pays interest, the interest earned nust remain in
the account and nay not be distributed to the owner

The interest may be used to offset cost-overruns. |If
these funds are not needed to cover cost overruns, they
are recaptured by HUD when the project is closed out.

4-9. FUND DI SBURSEMENT PROCEDURES

Project Inprovenent Funds are rel eased nonthly or as needed
and only for the purposes specified in the project's MO
Plan or Work Wite-Up. Fund di sbursenent procedures for
both OA and CILP are summarized in Exhibit 4-1

a. Amount to be Di sbursed

(1) Owner Contribution: Flexible Subsidy funds will
not be di sbursed unl ess the entire owner



contribution has been deposited and spent. O her
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EXHBIT 4-1
FUND DI SBURSEMENT PROCEDURES

1. Funds flow into the Project |Inprovenent Account as foll ows:
a. The owner deposits any contribution required by Part I1,

Section C (Sources and Uses of Funds; HUD 9835-B) of the MO

Pl an.
b. AFTER THE ENTI RE OMNER CONTRI BUTI ON HAS BEEN DEPCSI TED | N THE

PRQJECT | MPROVEMENT ACCOUNT AND SPENT, on the 15th of each
nont h, the owner deternines whether additional funds are
required in the Project |nprovenent Account to cover the
nonth's bills. Under the OA programthe owner also

determ nes the amobunt needed to cover the nonth's operating
deficit. |If Flexible Subsidy funds are required, the owner
conpl etes a Requisition for Advance of Fl exible subsidy Funds
(Form HUD- 9823-A) and sends it to the Field Ofice. The
owner al so attaches invoices for repair work conpleted and a
copy of Part Il, Section A of the MO Plan, edited to show
the amobunt requested for each action item

The Field Ofice reviews the owner's request. If it is in
order, the Field Ofice approves it and sends it to the RAD
for paynent.

C. The RAD requests Treasury to deposit Flexible Subsidy

Assi stance in the Project |nprovenent Account.
2. Funds flow out of the Project |Inprovenent Account as foll ows:
a. The owner has the repair work specified in Part Il, Section A

of the MO Plan conpl et ed.

b. The owner wites checks for conpleted repair work, draw ng on
funds provided through the owner contribution. Checks should
draw on these funds until they are depl eted.

c. After the entire owner contribution has been spent, the owner
wites checks for repair invoices that draw on funds
deposited in the account based on a Requisition for Allowance
of Flexible subsidy funds. The portion of the rel ease
approved for nonthly operating deficits under the QA program
(line 3d of Form HUD 9835-B) is used to cover routine project



expenses.
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financial relief funds included in Part 1|1,
Section C of the MO Plan nust al so have been
deposited and spent.

(2) Monthly Disbursenents: The naxi mum anmount
available for any nonthly period is equal to the
di fference between that nonth's need for Project
| mprovenent Funds, as estimated by the owner on
the 15th of the nonth, and the balance in the
Proj ect |nprovenent Account.

(3) Quarterly Disbursenments: During any quarter, the
owner may not requisition nore than the amount of
Fl exi bl e Subsi dy assi stance all ocated for the
quarter.

(4) Carry-over Authority: Funds authorized but not
used during a quarter remrmain available for
transfer during subsequent quarters.

(5) Repair Costs: The owner may only requisition
funds to pay for those repair itens that have been
compl eted. The cumul ative amount transferred for
an individual repair action itemnay exceed the
annual anmount authorized for that action item by
up to 10 percent, so long as the total anount
transferred for all fornms of repairs does not
exceed the total anmount authorized for repairs on
Line 1 of Form HUD-9835-B

(6) Operating Deficits: Oamers with an OAP | oan may
requisition funds to cover only those operating
deficits which the project has incurred or wll
i ncur through the end of the cal endar nonth for
whi ch funds are being requisitioned. Transfers
for all subcategories of operating deficits are
limted by the amount authorized for a quarter
The nonthly deficit is limted to the actua
deficit incurred or one-third of the quarterly
aut hori zation, whichever is |ess.

(7) Replacenent Reserve and Working Capital: QOAP
Funds aut horized for repl acenent reserve and
wor ki ng capital uses are deposited during the
fourth quarter but are released only at the end of
the contract termand only if the Field Ofice



determ nes that the owner has conplied with al
terns of the Financial Assistance Contract.
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(8) Field Ofice Discretion: The Field Ofice may
elect to apply the nonthly limtation on ongoing
mont hly operating deficits for OAP to any ot her
subcat egory of operating deficit.

b. Owner Requi sitions

On the 15th day of each nonth, the owner should
estimate the project's funding needs for the follow ng
nonth. |f the balance in the Project |nprovenent
Account is not sufficient to cover the project's needs
for the nonth, the owner should conplete a Requisition
for Advance of Flexible Subsidy Funds, Form HUD-9823-A
(see Appendi x 28) and send it to the Director, Housing
Whagenent in the local HUD Field Ofice

cC. HUD Revi ew of Owner Request for Funds

(1) The Field Ofice evaluates the appropriateness of
the estimate of need upon which the owner's
requisition is based by using the owner's nonthly
report package (see Chapter 6, Section 1). The
Field Ofice nust also review the owner's
requisition to assure that the Flexible Subsidy
funds are required. Approved requisitions should
be forwarded to the Regional Accounting Division
(RAD) for processing. This process will require a
m ni mum of four weeks.

(2) Disbursenments to the Project |nprovenent Account
wi |l be made by the Regional Accounting Division
through the Treasury Departnent's Automnated
Cl eari ng House (ACH) paynment system
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